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The purpose of this paper is to provide an overview and 
organization of the literature which deals with the interaction 
of economic development and marketing channel structure. 

The interaction between economic development and the 
structure of marketing channels is a topic worthy of serious 
study for at least the following reasons: 


1) It generates descriptions of actual channels 
that exist at present in different countries. 
Such descriptions could be of great use to 
international marketers. 


2) It provides insight into the determinants of 
channel structure in different countries at 
different levels of economic development. It 
thus helps to explain the nature of channels 
and how present channels came to have the 
structures that they do. Generalizations 
may then be developed which will aid in the 
prediction of changes and directions that 
channel structure will take in specific areas 
and nations. This is of use for both managerial 
and social purposes. 


3) It could provide insight into how macro-channel 
structure strategy could be used as a tool in 
economic development. 


THE EFFECT OF ECONOMIC DEVELOPMENT ON CHANNEL STRUCTURE 


Most scholars interested in this topic accept, at 
least tentatively, the notion that there is indeed a 
relationship between channel structure and economic develop- 
ment; that, in other words, to a significant degree the 
structure of channels is a reflection of an economy's level 


of development. 


* 


The relationship usually depicted is as follows: 
At low levels of development there is little specialization 
between distribution and non-distribution functions, because 
of the small market size, so that firms, for example, may 
be simultaneously involved in manufacturing, wholesaling, 
retailing, banking, etc. This, incidentally, is not the 
same as the integrated firms that are familiar in the 
highly developed countries. The firms described at this 
early stage are selling a wide variety of goods and services 
at each level, without necessarily selling the same or 
directly related products at the other levels of their 
operation. As market size develops, firms start to 
specialize into distribution and specific nondistribution 
operations. With further development, the distribution 
firms specialize within the distribution function, 
becoming specific types of wholesalers, agents and retailers. 
At the stage of highly developed economies, vertical 
integration appears, and more direct distribution becomes 
a strong structural characteristic. 

Carson, in a panoramic view of comparative domestic 
marketing systems summarizes this thesis well: 


Major traders in [underdeveloped] nations 
often extend their commercial activities 

to manufacturing, real estate, mining, 
banking, and other fields, rather than 
specialize in a particular kind of marketing, 
because of limited marketing potentials and 
greater opportunity for investments else- 
where. As national markets expand and as 
new opportunities arise for satisfying con- 
sumer demand, greater specialization in 
distribution is evident both in echelons 

of distribution and in goods and services 
handled. Channels of distribution frequently 
lengthen during this period in order to meet 
the needs of specialization by goods or 
services, by market segments (such as income 


and ethnic groups) and by geographic locations. 
When the national markets have matured to the 
point that basic consumer needs have generally 
been satisfied and sales promotion becomes of 
major significance, operational savings are 
frequently greatest through vertical integration. 
Channels of distribution are therefore 

commonly compressed again. 


This thesis is quite compatible with the "functions - spin- 
off" concept of Stigler discussed by Malien.** 

In that concept firms tend to perform all marketing 
functions in a small market (even in highly developed 
economies), spin off these functions to marketing 
specialists firms with the growth of market size (and so 
become more specialized themselves) and finally reintegrate 
at high out-put levels as specialists become unable to 
provide additional external economies. Though the develop- 
ment thesis is constructed with total national economies 
in mind, while the functions-spin-off concept is constructed 
with specific industries in mind, regardless of the level 
of economic development, it is interesting to note that 
both see the market size (in terms of output, not population) 
as the prime determinant of channel structure, and both 
arrive at the same conclusion - first, nonspecialization 
and conglomerate integration, then specialization and 
vertical "disintegration", and finally vertical reintegration 


(though in a relatively specialized product mix). 


i : : 
David Carson, International Marketing: 


A Comparative Systems Approach (New York: John Wiley and Sons, 
1967), p. 482. 


1 ; f 
@pruce Mallen, "Functional Spin-off: A Key to Anti- 
cipating Change In Distribution Structure," 


Journal of Marketing, Vol 37, (July 1973), pp. 18-25. 


George Wadinambiaratchi also concludes that the channel 


structures reflect the stage of economic development and 


that "there is a regular pattern of distribution that is 


more or less unique at each stage of economic development". 


From a comparative study of Japan, Brazil, Venezuela, 


Puerto Rico, Turkey, Egypt, India and Tropical Africa he 


found thats* 


a) 


b) 


c) 


da) 


e) 


£) 


g) 


h) 


The more developed countries have more levels of 
distribution, more specialty stores, and super- 

markets, more department stores, and more stores 
in the rural areas 


The influence of the foreign import agent declines 
with economic development 


Manufacturer - wholesaler - retailer functions 
become separated with economic development 


Wholesaler functions approximate those in North 
America with increasing economic development 


Financing function of wholesalers declines and 
wholesale mark-up increase with increasing 
development 


The number of small stores decline and the size 
of the average store increases with increasing 
development 


The role of the peddlar and itinerant trader, 
and the importance of the open-garden-fair 
declines with increasing development, and 


Retail margins improve with increasing economic 
development. 


2 George Wadinambiaratchi, "Channels of Distribution 
in Developing Economies," The Business Quarterly, Vol. 30 
(Winter, 1965), p. 77. 


Unfortunately, since he did not include any of the 
highly developed economies of Western Europe and North 
America in his study, one cannot draw any conclusions 
about the final channel reintegration phase of the 
development thesis. However, another author is led, by 
his model, to the conclusion that this third stage does 
indeed take place: 


If we visualize a basic trend from non- 
specialized to specialized marketing, 
particularly of consumer goods, during 

the development process (e.g., a relative 
decline in the general merchandise import 
wholesaler and retailer), than we might 
anticipate a cycle of, first lengthening 

of marketing channels as additional 

assorting functions by middlemen are required, 
followed by shortening of channels (elimination 
of middlemen) as the scale of more specialized 
activities increases. 


Not all evidence supports the development thesis. 
The evidence of a comparative study of Japan, Italy, 
Chile, Greece and Ceylon, undertaken by the Marketing 
Science Institute, could not support the thesis: 


Despite the comprehensiveness and scope of 
the survey there was little evidence to 
support the widely held theory that the 
development of marketing structure closely 
parallels that of the social, economic and 
cultural environment. 


3 ; ; : j 
Lee E. Preston, "Marketing Organization and Economic 
Development: Structure, Products and Management," in 


Louis P. Bucklin (editor), Vertical Marketing Systems 
(Glenview, Ill.: Scott, Foresman and Company, 1970), p. 125 


4 cusan P. Douglas, “Patterns and Parallels of Marketing 
Structures in Several Countries," MSU Business Topics, 
(Spring, 1971), p. 48. 


Despite differences observed in channel 
structure and the size of the firm at 
different stages of the channel, distri- 
bution patterns appeared surprisingly 
similar in all countries. The over- 
whelming majority of manufacturing firms 

as well as most wholesalers in all countries 
(except in Italy and Greece) had nation- 
wide distribution. 


The findings of the survey suggest that 
channel structure and relationships depend 
primarily on the relative size of firms 

at different stages of the channel rather 
than on the country's level of development . © 


The author of the above conclusions warns that perhaps 
before coming to a final conclusion of the non-influence 
of environmental factors on channel structure, methodologies 
other than comparative analysis should first be attempted; 
for example, historical studies of channel evolution in 
various countries. 

Perhaps another problem in attempting broad national 
macro-studies of channel structure, given that the three- 
stage development thesis is correct, is that different 
industries are in different stages of development, even if 
the country as a whole must be designated as being in a 
single stage. Thus, the various processes of vertical 
integration and disintegration which would then be going 
on at the same time will dilute each other in an overall 
measurement. As Lee Preston has put it: 


Tendencies toward both the proliferation 

and the elimination of middlemen may well 

be observed simultaneously in any devel- 
oping environment, and the two trends may 
cancel out in the gross data. In particular 
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> same as footnote 4 at page 47. 


®same as footnote 4 at page 44. 
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industrial-goods marketing may invite the 
appearance of intermediaries at the same 
time that expanding outlet size and more 
rapid communication is reducing the need 
for them in consumer-goods lines.’ 


Litvak and Banting have also addressed themselves to 
the relationship of channel structure evolution and a 
country's dayelopietite. To the specific factor of 
economic development, they have added the factors of 
political stability, market opportunity, domestic cultural 
unity, legal barriers, domestic physiographic barriers 
and geo-cultural distance from other (supplying) countries. 

Their basic conclusion is that countries with high 
political stability, market opportunity, economic 
development, and cultural unity; and low legal, physiographic 
barriers and geo-cultural distance barriers, generate 
the fastest and deeper channel structural change. 
Middlemen in such a "hot" environment must be most adaptive 
to survive, because foreign sources of supply are much 
more receptive to the idea of "moving into" the country 
and taking over the domestic distribution of its products, 
through establishing their own manufacturing or assembly 
operations, or sales branches. The basic adaptive move 
is for middlemen in this environment to evolve from being 
pure agents, to becoming franchised distributors or 
full service merchant wholesalers. 

Environments with the opposite characteristics do not 
generate the same kind of adaptive pressure and evolution 


of the middleman; as the latter's foreign suppliers are most 


same as footnote 3 at page 125. 


Sssaiah A. Litvak and Peter M. Banting, "A Conceptual 
Framework for International Business Arrangements, 
"Marketing and the New Science of Planning, in R.L King 
(editor), (Chicago: American Marketing Association, 1968), 
pp. 460-467. 
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reluctant to "move in on him". However, if market 
opportunities do develop, and the middleman agent has the 
resources, he will evolve in a different way, "by 
establishing his own manufacturing operations, entering 
into a licencing arrangement, participating in a joint 
venture arrangement, or becoming a merchant wholesaler 
Gana, so in this last compromise adaptation, he ends up 

in the one similar arrangement that could result from the 
opposite environment). 

Litvak and Banting rank ten countries from those 
in which foreign pressure (basically U.S.) is most likely 
to create changes, to those in which it is least likely 
to create changes as follows: Canada, Great Britain, 
West Germany, Japan, Greece, Spain, Brazil, South Africa, 
India, and Egypt. 

If this thesis of foreign pressure holds true then 
it may explain why, 


The response to incentives for home production 
has led many (Jamaican) importers to become 
manufacturers of the same items that they once 
imported. These shifts account for most entry 
into manufacturing .? 


Thus, the Litvak-Banting thesis adds a rich new dimension 
to the understanding of channel evolution in relation to 
the national environment - foreign pressures. This 
determinant is itself related to economic development, 
as the latter is one of the key factors which determine if 
the foreign pressure will be strong or weak. All other 
things equal, high economic development leads to strong 
foreign pressure, which in turn leads to more direct 


et SE Se eT. SEE 
9 : R ‘ 
John U. Farley, "The Role of the Distribution 
Structure In a Developing Country", David Sparks (editor), 


Broadening the Concepts of Marketing, (Chicago: American 
Marketing Association, 1970), p. 101. 


— 


Be 


distribution as discussed above. Low economic development 
leads to weak foreign pressure, which in turn leads to a 
conglomerate approach by domestic middlemen. These outcomes 
are in keeping with those of the development thesis discussed 


at the beginning of this section. 
CHANNEL STRUCTURE AS A TOOL IN ECONOMIC DEVELOPMENT 


Charles Slater has taken a refreshing reverse view- 
point of the interaction between economic development and 
channel structure. Rather than concentrating on how 
economic development shapes channel structure, he deals 
with the possibilities of channel structure macro-strategy 
aiding economic development; and presents a program 
to that effect for underdeveloped countries, based on 
studies in Puerto Rico, Brazil, Bolivia, Dominican 
Republic, Panama, and Cékeaibia.”” 

Preston, from experience in Greece, also sees the 
interaction moving in both directions: 


...emarketing organization not only adapts 
to changes already taking place, but also 
becomes a change-initiating force in the 
development process. Just as would-be 
exporters are frequently forced to create 
their own sales forces or distribution 
channels in order to gain access to new 
foreign markets, so domestic producers 

and marketers in developing countries may 


UE EEEne 


10 narles Cc. Slater, "Contractual Interdependence in 
Marketing Process of Developing Latin American Communities," 
in Donald N. Thompson (editor), Contractual Marketing 
Systems, (Lexington, Mass: D.C. Heath and Company, 1971), 
pp. 211-244; and "Market Channel Co-ordinating and 
Economic Development", in Louis P. Bucklin (editor), 
vertical Marketing Systems (Glenview, Tll.: Scotts, Foresman 
and Company, 1970), pp- 135-157 
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have to adopt new forms of marketing 
organization to bring about substantial 
shifts in the volume or quality of 
merchandise supplied or demanded. Evid- 
ently, marketing innovation alone will 

not suffice to produce change if necessary 
preconditions of production potential, 
income, and market size are absent. How- 
ever, marketing innovations are frequently 
key factors in the conversion of pre- 
conditions into actual development.11 


The assumptions, conclusions and recommendations of 


Slater's concept may be outlined as in Figure 1 and stated 


as follows: 


1) 


2) 


3) 


4) 


5) 


6) 


economic development is dependent on the growth 
of domestic supply through the growth of domestic 
demand (consumption) 


the growth of domestic supply is also dependent 
on both the growth of capacity and the 
productive utilization of present capacity. 


the growth of capacity is dependent on the growth 
of domestic investment which in turn is dependent 
on the growth of domestic savings 


the growth of domestic savings is dependent on 
the increased concentration of income, (because 
of a higher propensity to save, in higher income 
classes) 


the growth of domestic consumption demand, however, 
is dependent on increased dispersion (equalization) 
of income (because of the higher propensity to 
consume in lower income classes) 


Hence, one of the two determinants of economic 
growth-domestic demand growth is in conflict with 
part (capacity growth) of the other one - supply 
growth. 


11s ame as footnote 3 at pg. 127-128. 
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7) 


8) 


9) 


10) 
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Since in underdeveloped nations there is normally 
underutilization of capacity, (e.g. hidden 
unemployment), and since the growth of domestic 
demand is not necessarily in conflict with 
increasing supply through better utilization 

of capacity (as it is with increasing capacity), 
then obviously the answer to increasing supply 
without reducing demand lies in increasing the 
productive use of present capacity. 


the answer in simultaneously increasing the 
productive use of present capacity and consumption 
demand lies in rationalizing the food retail 
industry, by inducing large scale low margin 
high volume operations (supermarkets). Since so 
much of the market's income is spent on food, 
the lowering of food prices creates a real 
increase in the income of the masses. Increases 
in this income, as noted in No. 5, increases 
domestic consumption demand. 


the rationalization of food retailing also 
provides the opportunity for such large scale re- 
tailers to arrange for high volume assured 
purchases from producers. Such contractual 
arrangements, by reducing the producer's risk 
(because of assured sales) and lowering his costs 
(because of the economies generated by the high 
volume) induces him to increase the utilization 
of his present capacity, and so supply, with 
minimum investment. 


it is also helpful if public policy would be 
directed to improving market information, 
grading, transportation, public storage and 
credit facilities. In addition, it is 

important that the portion of the labor force 
now redundant because of rationalization of food 
retailing be redeployed in a productive fashion. 
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A CHANNEL PROGRAM FOR 
ECONOMIC DEVELOPMENT 
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Figure I 


Note: * indicates this route not used in program (because 
of conflict with increasing domestic demand through 
income equalization) 
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When outlined in this way it is apparent that a 
number of important assumptions of technological relations 
and behavioral conditions have been made, the absence of 
one or more of which can severely hamper the applicability 


of the theory in a particular situation. For example: 


can food retailing willingly be induced to rationalize. 


What if capacity is not under-utilized? What if producers 
cannot be induced, in spite of the low risk high volume 
incentives, to increase utilization of capacity? What if 
consumers will not change their shopping habits? Perhaps 
the most serious drawback of the theory is the de-emphasis 
of the external world, on both the demand and supply side. 
What if there is a great deal of external investment capital 
available? What if the export market has far greater 
potential? What if most food is imported? 

These rhetorical questions are not meant to disparage 
the importance of this theory ~ far from it. They are 
only meant as a warning that it has far less potential 
under certain circumstances than others. Indeed, the 
concept brings to the channel field an elegant vision of 


its potential social role! 


